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Leonard D. Schaefter 1 WoellPoim Way
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Fax (BA5) 557-8100 !

email leanand.achaafler@wslipoint.com

March 2, 2001

- Credit Swissc First Boston Corporation
11 Madisun Avenue, 23™ Floor
New York, NY 10010-3629

Attention: Benjamin C. Adams, Director

Dear Mr. Adams:

On behalf of WellPoint Health Networks Inec. (*WellPoint™), I am pleased to
provide WellPoint’s responsc and proposal as requested in your letter dated February 20,
2001 regarding e potential transaction with CareFirst, Inc. (“CarcFirst”). WellPoint
belicves that a combination of these two dynamic companies, with their shared Bluc
backgrounds and complementary strengths, would result in a successful transaction that is
beneficial to &ll of the constituent groups of both partics.

In.response 1o the numbered items in your letter, WellPoint provides the
following:

1. Credit Suisse First Boston or CareFirst should contact the followmg persaons
when responding to the transaction proposal made in this letter:

Carpl I. Burt

Robert D. Glaser

WellPoint Health Networks Inc.

1 WellPoint Way

Thousand Oaks, California 91362
Telephone: (805) 557-6060
Facsimile; (805) 557-6822

2. WellPoint proposcs 2 transaction involving CareFirst with an aggrsgate value
of at least 51.2 billion (less assumed indcbicdness, if any). The final purchase price
would be iacreased by four times the amount by which CarcFirst's carmings beforz
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interest ard taxes (“EBIT™) exceed S117 million (en amount equal to CarcFirst’s 2001
budget) dr.ring the most recently ended four-quarter period prior to the closing. For these
purposes, EBIT would exclude net investment geins or losses. The aggregate purchase
price for the transaction would not cxceed & maximum of §2.0 billion dollars.

3, The cash portion of the merger consideration would be 2 minirmum of $400
million. The cash portion of WellPoint's proposal would be provided by WellPoint's
cash on hand, borrowings under WellPoint's then-existing credit facility or other public
or private financing sources. The stock portion of the consideration would consist of

. newly issues sharcs of WellPoint Common Stock or sharcs previously acquired that are

then held us treasury stock.

4."WellPoint proposes that the exchange ratio for the stock component of the
mergor consideration would automaticelly adjust so that the aggregate velue of the stock
component would remain unchanged as long as WellPoint’s Commen Stock remained
above $80 per share. In order to provide liquidity to the charitable organizations that
would recuive the consideration, WellPoint would be willing to grant customary
registratica rights that would be in effect during the period that the stock portion of the
merger coinsideration would be subject to resale limitations as a result of Rule 144
promulga:=d under the Seccurities Act 1933.

5. Artached to this letter is & mark-up of the draft Merger Agreement that was
provided “wvith your letter.

6. The enclosed mark-up of the draft Merger Agreement provides for the terms
and conditions of & proposed transaction. WellPoint's Board of Directors has been
informed uf this transaction and is highly supportive. The Board of Directors’ approval .
would have to be received prior 1o the execution of a definitive Merger Agreement. The
signing of & definitive agreerment would also be subject to satisfactory completion of the
due diligence referenced in paragraph 8 below: and to negotiation of & mutually
scceptable agreement. Closing cenditions would include receipt of the necessary
regulatory and sharcholder approvels, continued accuracy of each party's representations
and warranties and the absence of any material adverse change in CarcFirst's business or
operations. WellPoint would also like 1o explore & varicty of colleborative ectivitics
between car two compenies during the pre-closing period, such as the licensing of
WellPoint's executive information system to CareFirst and CareFirst's participation in
WellPoint's online procurcment cooperative.

7. The 'key issues identified in item 7 of your letter are complex, dependent upon
many factors and variables, and have been the subject of detailed discussion by the senjor
executive; of WellPoint and CereFirst. Our overarching approach to those issues is s
follows: '
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We would hot expect to alter the location of CarcFirst corporate hcadquancrs

lerm use of CareFirst’s brand name would be the subject of & Postcloging
study to be underraken by the combined compeny's marketing personne].

With regerd to organizationsl and employment matters, CareFirst and its
subsidiaries would continue {o operate as Ecographically focused Blue plans -
with their own Mmanagement that would cffectively apply market segmentetion
Bpproaches 1o optimize their Operating and marketing potential.

€Ompany’s operational needs over time.

CareFirst's Mmanagement would have rcspénsibﬂity for &8 WellPoint sagtern
region initally constituted to reflect the sizc and market presence of the
CeareFirst Organization, Congress management’s responsibility would include
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integraton of Blue-branded activities in the castem region and further
supplementing the Blue brand through'additional business combinations.
Over time, theso responsibilidies could be expanded.

8. Attached to this letter is 2 listing of the addifional confirmatory duc diligence
that Welloint would like to conduct and the documents that WellPoint would like to
receive prior o the signing of a definitive Merger Agreement.

_ 9. WellPoint is prepared to devote the necessary resowrces in order to exccute &
definitive agreement as soon as possible. With that in mind, WellPoint would
recommerd that confirmatory due diligence and negotiation of the definitive Merger
Agreement occur simultaneously. WellPoint anticipates that its confirnatory duc
diligence ould be completed in as little as three weeks, with the execution of the
definitive Merger Agreement soon thereafier. In addition to the various regulatory
epprovals that are outlined in the draft Merger Agreement, depending upon the stock
component of the merger consideration, WellPoint may need to seck stockholder
epproval «f the transaction. However, given the expected lead time necessary for’
obtaining regulatory approval, WellPoint docs not belicve that eny stockholder approval
necessary would slow completion of the trensaction. WellPoint is committed to secing
the transaztion through to a successful completion as quickly as posaible.

We would like to reiterate our interest in a combination of our two companics.
We lock forward to working cxpeditiously towards the cxecution of a definitive
agreemen! on the bases set forth in this proposal.

Very trul

Leonard D. Schaeffer
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